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SECURITIES AND EXCHANGE COMMISSION
The

final amended Rule 2(e)(7) of the SEC's Rules of Practice which governs
administrative disciplinary proceedings against professionals, such as attorneys
and accountants. has been published (see the 7/13/88 Fed. Reg, pp. 26427-34).
Prior to the adoption of this amendment at the Commission's 7/7/88 Open Meeting
(see the 7/11/88 Wash. R p t .). Rule 2(e)(7) provided that such administrative
proceedings would be nonpublic unless the Commission otherwise ordered.
The
Commission has determined that the benefits of public Rule 2(e) proceedings
outweigh the potential harms identified by commentators. The amendment to Rule
2(e) contains a presumption in favor of public proceedings, but allows flexibility
to bring non-public proceedings under appropriate circumstances.
The effective
date for the final rule amendment is 8/12/88.
The amendment to Rule 2(e) will
apply to proceedings that are authorized and instituted by the Commission
subsequent to the effective date of the amendment.
Rule 2(e) proceedings
authorized prior to the effective date of the amendment, but not instituted by
that date, will not be subject to the amended provision.
For further information
after reading the final rule amendment, please contact Emily P. Gordy, Esq. at the
SEC at 202/272-2422.

TREASURY. DEPARTMENT OF
Guidance relating to the application of the proportionate disallowance rule of section
453C of the Internal Revenue Code of 1986 to "passthrough entities.” defined as
partnerships. S corporations, and trusts is provided in an advance copy of Notice
88-81.
Section 453C was repealed by the Revenue Act of 1987.
In addition, this
notice provides guidance relating to section 10202(e)(3)(A) of the Act.
This
section applies to installment obligations that arise from the disposition of real
property used in a trade or business or held for the production of rental income
if the sales price of such property exceeds $150,000.
If a taxpayer makes an
election under this section, the taxpayer's nondealer obligations will not be
subject to the proportionate disallowance rule of section 453C, the notice states.
Instead, the nondealer obligations of an electing taxpayer will be subject to the
provisions of section 453A of the Code.
Under section 453A, an electing taxpayer
must treat the net proceeds of any loan secured by a pledge of nondealer
obligations as a payment received on such obligations.
The notice also provides
for reporting the applicable interest payments that must be made under the 1987
Act.
Each partner or owner is responsible for reporting his individual share of
the interest on deferred taxes, the notice said.
Notice 88-81 is scheduled to be
published in Internal Revenue Bulletin 1988-30, dated 7/25/88.
For further
information after reading the notice, contact William L. Blagg at the IRS at
202/566-3238.

Final rules on optional forms of benefits under pension plans were issued by the IRS
(see the 7/11/88 Fed. R e g ., pp. 26050-66).
According to the IRS, these final
regulations relate to certain restrictions on an employee's right to receive forms
of benefit protected by section 411(d)(6) of the Internal Revenue Code under
qualified plans and to nondiscrimination requirements with respect to the
availability of optional forms of benefit.
The IRS goes on to state that these
regulations reflect changes made by the Retirement Equity Act of 1984 (REA). The
regulations, generally, will affect sponsors of, and participants in, pension,
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profit-sharing and stock bonus plans, and they will provide plan sponsors with
guidance necessary to comply with the law, the IRS said.
The regulations will
generally apply 7/11/88, except as otherwise specified, the Service said.
The
proposed regulations were published in the 1/30/86 Federal Register (see the
2/3/86 Wash. R p t .).
For further information after reading the final rules,
contact Nancy J. Marks at the IRS at 202/566-3938.

Proposed regulations relating to requirements for continued accruals beyond normal
retirement age under employee pension benefits plans are the subject of a public
hearing by the IRS (see the 7/13/88 Fed. R e g . p. 26448). The hearing is scheduled
for 8/22/88 and will specifically relate to proposed amendments to the Income Tax
Regulations (26 CFR Part 1) under sections 410 and 411 of the Internal Revenue
Code of 1986. The proposed regulations appeared in the 4/11/88 Fed. R e g . (see the
4/18/88 Wash. R p t .). The hearing is scheduled to begin at 10:00 a.m., in the IRS
Auditorium, Seventh Floor, 7400 Corridor, Internal Revenue Building, 1111
Constitution Avenue, N.W., Washington, D.C.
Requests to speak and outlines of
oral comments should be submitted to the Commissioner of Internal Revenue,
ATTN:CC:LR:T (EE-184-86), Washington, D.C. 20224 no later than 8/8/88.
For
further information, contact Carol Savage at the IRS at 202/566-3935.

Guidance with respect to certain provisions regarding the accounting treatment for
installment sales enacted by the Tax Reform Act of 1986 and the Revenue Act of
1987 appeared in an advance copy of Notice 88-83 released by the IRS. This notice
addresses procedures applicable to taxpayers required by either the 1986 or 1987
Act to change their method of reporting gross profit on sales from the installment
method of accounting.
Recent legislation repealed the installment method of
accounting for several types of dispositions.
As a result, the IRS said, any
taxpayer that disposed of personal property under a revolving credit plan and that
reported gain from such dispositions on the installment method under section 453
or 453A for such taxpayer's last taxable year beginning before 1/1/87, the repeal
of the installment method under the 1986 Act shall be treated as a change in
method of accounting for the taxpayer's first taxable year beginning after
12/31/86.
Additionally, in the case of an applicable installment obligation
arising from a dealer disposition of real or personal property occurring after
2/28/86 and before 1/1/88, the 1987 Act repeal of the proportionate disallowance
rule and the installment method for dealer dispositions shall be treated as a
change in method of accounting for the taxpayer's first taxable year beginning
after 12/31/87.
Both these changes are to be treated as initiated by the taxpayer
and made with the consent of the Secretary.
The IRS also stated that pursuant to
any change in method of accounting described in this notice, taxpayers are
required to restate the amount of deferred gain or loss resulting from the sale or
exchange of installment obligations in a deferred intercompany transaction to an
amount equal to the deferred gain or loss that would have resulted had the bases
of the installment obligation been determined under the new method of accounting
before such sale or exchange occurred.
Notice 88-83 is scheduled to be published
in Internal Revenue Bulletin 1988-30, dated 7/25/88.
For further information
after reading the Notice, please contact William L. Blagg at the IRS at 202/5663238.
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SPECIAL:
The

AICPA TESTIFIES AT CONGRESSIONAL HEARING ABOUT IRS CORRESPONDENCE WITH TAXPAYERS
quality of the IRS' correspondence with taxpayers was the subject of a
Congressional hearing at which Ira Bergman, chairman of the AICPA's Tax
Administration Subcommittee, presented t e s t i m o n y . At the 7/13/88 hearing,
conducted by the House Commerce, Consumer, and Monetary Affairs Subcommittee of
the Government Operations Committee, Mr. Bergman described the issue as follows:
"Simply put, the correspondence problem is this:
even if the notice the taxpayer
receives from the IRS is accurate, it is extremely difficult to respond to the
notice and to settle the dispute.
Why?
Because notices don’t explain what the
problem is; wording is ambiguous; letters ask for forms that have already been
sent in; responses are not acknowledged; a second notice is sent even when the
taxpayer has responded to the first one; and it sometimes takes years to settle
simple issues." Mr. Bergman said the Tax Administration Subcommittee focuses its
efforts on suggesting improvements to the communication process and suggesting
improvements to the tax administration process that would minimize the need for
the IRS to contact a taxpayer in the first place.
Mr. Bergman presented the
following suggestions about how the IRS correspondence system could be improved:
1) All original IRS notices should contain sufficient details to allow taxpayers
to understand the issue, verify the accuracy of any amounts that are being billed,
and to respond to the notice; 2) A telephone number and contact person should be
listed on all IRS correspondence; 3) Subsequent to the original notice, all IRS
notices should contain a history of previous correspondence concerning the same
issue; 4) The regulations under Internal Revenue Code section 6302 should be
amended to provide a more simplified approach for depositing withheld income and
social security taxes; 5) IRS policy should be changed to permit IRS employees to
accept information from practitioners about taxpayers; and 6) Federal tax returns
should contain a taxpayer authorization for IRS discussion of tax return matters
with practitioners.
Mr. Bergman also noted that his subcommittee would continue
to work with the IRS to recommend procedural and administrative changes that will
eliminate the initial need for the IRS and taxpayers to correspond.
"Ultimately,
our voluntary compliance system suffers," he said, if taxpayers lose confidence in
the system.

SPECIAL:

HOUSE WAYS AND MEANS COMMITTEE
BUSINESS INVESTMENT CHARTER ACT

SCHEDULES

HEARING

ON

CORPORATION

FOR

SMALL

The Corporation for Small Business Investment Charter Act. H.R. 3392. will be the
subject of a hearing scheduled for 8/3/88 by the House Ways and Means Committee.
H.R. 3392 would establish a Corporation for Small Business Investment (COSBI) as a
Federal government sponsored private corporation which would act as a secondary
market for loans to, and investments in, small business investment companies
(SBICs).
In announcing the hearing, Ways and Means Committee Chairman Dan
Rostenkowski (D-IL) said that the "critical question raised by this bill is
whether assets now held by the Federal government should be sold for less than
their fair market value in order to capitalize COSBI."
Rep. Rostenkowski
explained that under the provisions of H.R. 3392 COSBI would be capitalized by a
transfer of approximately $720 million of SBIC debentures guaranteed by the Small
Business Administration, which are presently held by the Federal Financing Bank
(FFB).
The FFB would receive $370 million in cash as payment for these
debentures, with the difference retained by COSBI and its affiliated trust, the
Minority Enterprise Small Business Investment Company, as
a contribution to
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capital.
Rep. Rostenkowski said other issues to be addressed at the hearing
included COSBl's authority to issue debt and debt-like obligations, and to borrow
from the treasury, and the role of such authority in the context of the
Committee’s concern with Federal debt management policy. Requests to testify must
be submitted in writing no later than 7/27/88 to Robert J. Leonard, Chief Counsel,
Committee on Ways and Means, U.S. House of Representatives, 1102 Longworth House
Office Building, Washington, D.C. 20515.
The hearing is scheduled to begin at
9:30 a.m. in Room 1100 of the Longworth House Office Building.
For further
information, contact the Ways and Means Committee staff at 202/225-1721.

SPECIAL:

SECOND HEARING
SUBCOMMITTEE

ON

CIVIL

TAX

PENALTIES

SCHEDULED

BY

HOUSE

WAYS

AND

MEANS

The second in a series of hearings to review the civil penalty provisions contained in
the Internal Revenue Code has been scheduled for 7/28/88 by the House Ways and
Means Subcommittee on Oversight. The Subcommittee said it is currently conducting
a comprehensive review of present-law civil penalties and plans to provide a
report with recommendations to the full Ways and Means Committee early next year.
The second hearing follows the initial hearing held 3/31/88 (see 3/14/88 and
4/11/88 Wash. Rpts.) during which the Subcommittee explored the scope and severity
of problems with civil tax penalties.
Rep. J.J. Pickle (D-TX), chairman of the
Subcommittee said, "The first hearing identified a number of significant problems
with the existing civil penalty structure. We heard complaints that penalties are
too complex for the IRS to administer; too complex for the taxpayer to understand;
too many; and in some instances, too harsh. As we continue with our review of the
penalty system, the Subcommittee will hear from various witnesses affected by the
current system and from those who will provide us with concrete recommendations."
During the 7/28/88 hearing, the Subcommittee will receive testimony from invited
witnesses on third-party information-reporting penalties, penalties applicable to
employee plans, and penalties affecting businesses.
In addition, the Subcommittee
will receive the American Bar Association's recommendations concerning penalty
reform, as well as comments from tax practitioners.
The hearing is scheduled to
begin at 9:00 a.m. in Room 1100 of the Longworth House Office Building.
For
further information, contact the Ways and Means Oversight Subcommittee staff at
202/225-5522.
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For further information contact Shirley Twillman at 202/737-6600
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